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AUDITING STANDARDS BOARD (ASB) MEETING
October 17-18, 2006
New York, NY
MEETING ATTENDANCE
ASB Members
Present
John Fogarty, Chair
Harold Monk, Jr., Vice Chair
Barton Baldwin
Gerald Burns
Craig Crawford (except Tuesday)
Bob Dohrer
George Fritz
Jim Goad
Dan Goldwasser
Jim Lee
Dan Montgomery
Keith Newton
Pat Piteo
Doug Prawitt
George Rippey
Lisa Ritter
Diane Rubin
Scott Seasock

Absent
Jim Lee
Wanda Lorenz

AICPA Staff
Rich Miller, General Counsel
Chuck Landes, Audit and Attest Standards
Ahava Goldman, Audit and Attest Standards
Judith Sherinsky, Audit and Attest Standards
Sharon Walker, Audit and Attest Standards
Hiram Hasty, Audit and Attest Standards
Linda Delahanty, Audit and Attest Standards

Observers and Guests
Abe Akresh, Government Accountability Office
Walt Conn, KPMG
Julie Anne Dilley, PriceWaterhouseCoopers
Brian Fox, Capital Confirmations
Jennifer Haskell, Deloitte & Touche
Jan Herringer, BDO
Susan Jones, Grant Thornton
Darrel Schubert, Ernst & Young
Linda Volkert, PCPS Technical Issues Committee
Mary Ann White, PPC
Megan Zietsman, Deloitte & Touche

CHAIR AND STAFF REPORTS
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB.
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AGENDA ITEMS PRESENTED AT MEETING
1.

Communications With Those Charged With Governance

Mr. Dan Montgomery, Chair of the Communications Task Force (task force), led a
discussion of changes to the proposed SAS, The Auditor's Communication With Those
Charged With Governance.
Considering the ASB’s direction from its August meeting, the task force made the
following changes to the proposed SAS:
•

Added a footnote that the SAS applies to audits of financial statements presented
in conformity with generally accepted accounting principles or a comprehensive
basis of accounting other than generally accepted accounting principles.

•

Added guidance on when an auditor may be required to report to a regulatory or
enforcement body certain matters communicated with those charged with
governance.

•

Expanded the requirement to communicate significant issues, if any, discussed or
the subject of correspondence with management. This requirement includes, but is
not limited to, issues in connection with the initial or recurring retention of the
auditor.

•

Added a footnote to clarify the requirement to document oral communications.

•

Added a reference that, in certain situations, the auditor may determine that it is
appropriate to communicate certain matters related to independence.

•

Made certain editorial changes to the draft.

The ASB agreed with the task force that the proposed SAS:
•

Continue to exclude application material on the auditor’s communication of
supplementary matters from ISA 260 that has not been included in the proposed
SAS.

•

Include a consideration about communicating matters related to auditor
independence.

•

Does not contain overlap with the requirements of SAS 99

•

Should not include an appendix of all the requirements in GAAS to communicate
with management only, with those charged with governance only, and with both
management and those charged with governance, because the proposed SAS
states “This Statement does not establish requirements regarding the auditor’s
communication with an entity’s management or owners unless they are also
charged with a governance role.”
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The ASB directed the task force to:
•

Capture differences, and the ASB’s reasons therefor, between the proposed SAS
and the ISA (clarity draft), for publication.

•

Add guidance on when laws or regulations may prevent the auditor from
communicating certain matters with those charged with governance.

•

Add guidance that the SAS may be applied to audits of other historical financial
information.

•

Revise the guidance addressing the auditor’s communication of uncorrected
misstatements.

•

Revise and clarify the guidance for communicating certain matters related to
auditor independence.

•

Make certain editorial changes to the draft.

The ASB approved a motion to move to ballot the proposed SAS for final issuance.

2.

Clarity of Standards

Mr. Fogarty led the discussion regarding the clarity of the ASB’s standards. He provided
background to the project undertaken by the International Auditing and Assurance
Standards Board and summarized the discussions held at the ASB’s June 2006 and
August 2006 meetings.
The ASB agreed that staff should draft a discussion paper to be reviewed by the Board at
its January 2007 meeting and issued for public comment. The objective of the discussion
paper is to obtain comments on the following aspects regarding the ASB’s clarity project:
• Creation of objectives and the related authority, including the use of must
• The format of the standards
• Whether the ASB should continue to issue individual SASs or move to a current
text format only.
The scope of this project is to review all current AU sections with the objective of
clarifying the requirements and eliminating unnecessary differences between the
International Standards on Auditing and the SASs.

3.

SAS Omnibus

Ms. Walker presented the agenda materials for the proposed SAS Omnibus.
The ASB reviewed the changes made to the proposed SAS resulting from the comment
process. The ASB requested that the following changes be made:
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•

Remove the first sentence of paragraph 4 of SAS No. 95, Generally
Accepted Auditing Standards, (AICPA, Professional Standards, vol. 1,
AU sec. 150) and amend the explanation to reflect that understanding
the requirements that apply to the engagement is implicit in the first
general standard.

•

Revise the first general standard so that it reads “the auditor must…”

•

Delete the second sentence of proposed footnote number 2.

The ASB approved the proposed SAS for issuance as a final SAS.
4.

SSAE Hierarchy

Ms. Walker presented the agenda materials for the proposed SSAE Hierarchy.
The ASB reviewed the changes made in response to the comments received. The ASB
requested that the following changes be made:
•

Revise the language in the fourth standard of reporting to mirror the
language in AT 101.80.

•

Delete the first sentence of paragraph 4 because the required
understanding is implicit in the first general standard.

•

Delete the second sentence of proposed footnote number 1.

The ASB approved the proposed SSAE for issuance as a final SSAE.
5.

Confirmations

Mr. Crawford updated the ASB on the issues discussed by the IAASB at its September
2006 meeting. At that meeting, the IAASB agreed that confirmations should not be
mandated. The proposed ISA should provide guidance to the auditor in assessing risks
and in developing an appropriate confirmation routine.
The value of confirmations comes from making sure that the auditor has a sound
confirmation process.
6.

Related Parties

Mr. Fritz, Chair of the Related Parties Task Force (the “Task Force”) led a discussion of
the significant issues with respect to the latest proposed revisions to the Exposure Draft
of International Standard on Auditing 550, Related Parties (ISA ED) and how those
issues relate to the project to develop a proposed Statement on Auditing Standards (SAS)
that would update SAS No. 45, Related Parties (AU 334) in harmonization with the
proposed ISA.
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The Task Force met on October 2 to discuss the ISA ED and how the guidance in that
document affects the related SAS project. The Task Force believes that many of the
issues expressed in the AICPA’s comment letter are alleviated by the fact that generally
accepted accounting principles (GAAP) represent the financial reporting framework in
the United States and that Statement on Financial Accounting Standards No. 57, Related
Party Disclosures (SFAS 57) represents such framework as it relates to related parties.
Regarding the IAASB’s consideration of “dominant party”, the Task Force believes that
the definitions in SFAS 57 are broad enough to encompass the concept as contemplated
by the IAASB. Therefore, the approach as proposed by the IAASB whereby they would
separately consider the risks associated with fraud and error, would not be necessary in
the proposed SAS.
The ASB agreed with the Task Force’s conclusion that the US financial reporting
framework with respect to related parties (SFAS 57) is robust enough to include the
concept of dominant party as contemplated by the IAASB. However, the ASB requested
the Task Force to consider:
a) How financial statements prepared on a comprehensive basis of accounting other
than GAAP (OCBOA) would be affected.
b) Whether a footnote to the proposed guidance may be necessary to indicate that
other frameworks may apply, such as governmental auditing standards.
The ASB also agreed with the Task Force’s conclusion that, since all of the parties listed
in paragraph 9 of the ISA ED would be included in the SFAS 57 definition of related
parties, that there is no need to distinguish between procedures to detect error and those
to detect fraud in the proposed SAS.
With respect to other convergence issues, the ASB requested that the Task Force:
a) Consider whether the appropriate accounting guidance exists for OCBOA
financial statements.
b) Consider the guidance in SAS 102 when drafting the proposed SAS.
The IAASB is expected to review a revised draft at its December 2006 meeting. The task
force will evaluate the ISA draft and if that draft is materially different than the drafts
previously reviewed by the Task Force and discussed with the ASB, Mr. Fritz will
provide a further update to the ASB at its January 2007 meeting.
7.

Written Representations

Mr. Newton led a discussion of the agenda materials for written representations. The
IAASB is asked to review and vote for exposure the proposed draft at its October 2006
meeting.
The ASB made the following observations:
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8.

•

The use of “sufficient” in the context of the objective is problematic. It
suggests that written representations are sufficient appropriate audit
evidence. The ASB suggested “the objective of the auditor is to obtain
appropriate audit evidence in the form of written representations in
order to corroborate other evidence obtained regarding:…

•

The ASB agreed that it is useful to state a “materiality” amount. Concern
was expressed that saying “less than tolerable error” is not very helpful.
It needs to be clear in the ISA that the amount is set low enough that
immaterial amounts cannot aggregate to a material amount.

•

Paragraph 12 – requires that when the auditor is unable to determine that
the written representations are reliable, the auditor shall withdraw from
the engagement. This may not be possible when law or regulation
prohibit withdrawal.

•

Paragraph 13 – requires that the auditor disclaim an opinion in the
situation where the existing management leaves and the new
management refuses to provide written representations. The ASB was in
general agreement that when general representations cannot be obtained,
this is pervasive and a disclaimer of opinion is appropriate. The
language in the proposed ISA is stronger than the current language in
AU section 333.13.

•

Paragraph A12 – The application guidance appears to imply that the
client can assert that representations are limited to material amounts. The
intention in the application guidance is that if the auditor includes an
amount, it is agreed with the client. If no amount is included, the
representations are absolute.

•

Illustrative Letter –It would be useful for the illustrative representation
letter to contain examples of specific representations. A heading
“specific representations” could be added with a statement such as “form
and content of this section of the representation letter will vary
depending on the nature of the specific representations obtained”

Adjournment

The meeting adjourned at 5:30 pm on Wednesday October 18, 2006. The next meeting is
January 9-11 in Houston, TX.
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